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2EDUCATION, DEPARTMENT OF
Accountants are among the professionals being sought to serve as field readers for
the Business and International Education Program (see the 11/15/88 Fed. Reg., p. 
46076). The program is "designed to promote linkages between institutions of 
higher education and American businesses engaged in international economic 
activities," according to the Education Department. The field readers will 
review applications according to the applicable published selection criteria, the 
notice stated. The reviews will be conducted in Washington, D.C. and the readers 
will each serve for approximately five days. Travel expenses and an honorarium 
are provided to the field readers. Individuals interested in serving as a field 
reader should mail a resume to Mr. Ralph Hines, International Studies Branch, U.S. 
Department of Education, ROB 3, Room 3054, 400 Maryland Ave., S.W., Washington, 
D.C. 20202-5332. For further information after reading the notice, contact Mr. 
Hines at the above address.
FEDERAL DEPOSIT INSURANCE CORPORATION
A policy statement strongly encouraging state nonmember banks to adopt an annual
independent external auditing program has been adopted by the Board of Directors 
of the FDIC. The policy statement was proposed by the FDIC in April (see the 
4/25/88 Wash. Rpt.). The final policy statement also suggests that all state 
nonmember banks establish an audit committee composed entirely of outside 
directors. According to the FDIC, a strong internal auditing function, combined 
with an annual external auditing program performed by an independent auditor, will 
substantially reduce the risk that a bank will not detect potentially serious 
problems. Under the new policy statement, the FDIC recommends the annual external 
auditing program be performed by either an independent public accountant or 
another qualified independent party. The FDIC also noted that although an 
external audit is not mandatory, a bank with an annual independent audit of its 
financial statements would generally be considered to have a satisfactory external 
auditing program. Under the new policy statement, the FDIC suggests that banks 
send copies of external auditors' reports to the appropriate FDIC regional office 
as soon as possible after receipt of the report. The FDIC reiterates its 
expectation for newly insured banks to obtain an outside audit for at least the 
first three years after deposit insurance is granted. Additionally, if a bank's 
audit committee or board of directors decides not to have an independent public 
accountant perform an annual audit of the bank's financial statements, the reasons 
for the decision to use one of the acceptable alternatives or to have no external 
auditing program should be documented in its minutes. The final policy statement 
is expected to be published soon in the Federal Register.
FEDERAL HOME LOAN BANK BOARD
The statement of accounting policy relating to acquisition, development and
construction (ADC) arrangements has been withdrawn by the FLHBB (see the 11/10/88 
Fed. Reg., pp. 45454-55). The notice states, "All institutions, the accounts of 
which are insured by the FSLIC...or affiliates thereof, should follow generally 
accepted accounting principles...in classifying and accounting for ADC 
arrangements in reports or financial statements filed with the Board or the FSLIC. 
GAAP on ADC arrangements is currently set forth in 'Notice to Practitioners' 
issued by the...AICPA and published in the February 10, 1986 issue of the CPA 
Letter. By this amendment, the Board is reducing the number of documents which
3insured institutions must consult in determining how to account for transactions. 
At the same time, the Board continues its longstanding policy that insured 
institutions should apply the guidance of the accounting profession in determining 
whether a transaction characterized as an ADC loan is in fact a loan or whether, 
in substance, it is a real estate investment or a joint venture.” In addition, 
the notice withdraws a rule proposed 3/4/87 (see the 3/16/87 Wash. Rpt.) which 
would have incorporated other accounting industry guidelines for ADC loans into 
the FHLBB's ADC policy statement. The effective date of the withdrawal of the ADC 
policy statement was 11/10/88. For further information after reading the notice, 
contact at the FHLBB Carol H. Larson at 202/331-4577, Ben F. Dixon at 202/331- 
4599, or Deborah Dakin at 202/377-6445.
OFFICE OF MANAGEMENT AND BUDGET
A new circular. No. A-133, "Audits of Institutions of Higher Education and Other
Nonprofit Organizations." has been proposed by the OMB (see the 11/10/88 Fed. 
Reg., pp. 45744-48). The agency said it is seeking comments on the circular, 
which supersedes Attachment F subparagraph 2h of Circular A-110, "Uniform 
Requirements for Grants and Agreements with Institutions of Higher Education, 
Hospitals and Other Nonprofit Organizations." OMB said the "change in audit 
policy arises from a commitment made by OMB during Congressional consideration of 
the Single Audit Act of 1984." At that time, OMB explained, Congress agreed to 
exclude most colleges and universities from coverage under the Act. OMB agreed to 
develop an audit policy for these organizations consistent with the provisions of 
the Single Audit Act. The revised audit policy will require an independent annual 
audit of the organization in accordance with government auditing standards and 
the provisions of the Circular. The revised audit policy covers the following: 
Scope of audit; Internal control reviews; Compliance reviews; Relationship to 
other audit requirements; Federal cognizant agency responsibilities; Reporting 
illegal acts or irregularities; Audit reports; Audit resolution; Retention of 
audit workpapers and reports; Audit costs; Sanctions; and Auditor selection. OMB 
noted that the proposed circular is patterned after Circular A-128, "Audits of 
State and Local Governments," which "has become familiar to the audit and grantee 
community and is generally being implemented effectively." Comments should be 
submitted by 1/9/89. For further information after reading the proposed circular, 
contact Palmer Marcantonio at OMB at 202/395-3993.
TREASURY, DEPARTMENT OF
Regulations defining the term "at one time" for the purposes of the international
transportation and receipt of monetary instruments have been proposed by the
Department of the Treasury (see the 11/14/88 Fed. Reg., pp. 45774-76). The notice 
proposes such a definition in order to permit Customs, under a delegation from 
Treasury, to investigate instances of structuring of international transportation 
and receipt of monetary instruments to avoid the reporting requirements of the 
Bank Secrecy Act. The proposed regulations also define the term "monetary 
instruments" as including all forms of traveler's checks. The Treasury Department 
said the amendment would clarify the status of traveler's checks and conform the 
definition more closely to the statute. If adopted, the Treasury Department said, 
the proposed amendment would subject all forms of traveler's checks to Bank 
Secrecy Act reporting requirements. Comments on the proposed regulations should 
be submitted by 1/13/89. For further information after reading the proposal, 
contact Kathleen A. Scott at the Treasury Department at 202/566-9947.
4TREASURY, DEPARTMENT OF
A simplified, safe-harbor method of calculating the taxable portion of annuity
distributions from qualified retirement plans has been released by the IRS in
Notice 88-118. The IRS said this method may be used instead of the more complex 
calculations in the regulations and may be used by payers to report the taxable 
portion on Form W-2P, and recipients to compute the portion includible in income. 
According to the IRS, most recipients will be able to exclude from income a larger 
portion of each annuity payment under this safe-harbor method. Also, the IRS 
said, the simplified method will save many retirees and beneficiaries from having 
to ask the Service for a ruling to calculate the taxable amounts of their annuity 
payments. A $50 user fee is charged for this type of ruling. Notice 88-118 is 
scheduled to be published in Internal Revenue Bulletin 1988-47, dated 11/21/88.
Changes to integration rules required by the Tax Reform Act of 1986 for qualified
pension, profit sharing and stock bonus plans are the subject of proposed
regulations issued by the IRS (see the 11/15/88 Fed. Reg., pp. 45917-42). The 
proposed regulations relate to permitted disparity in employer contributions to, 
and employer-derived benefits under, qualified plans. The proposed regulations 
would generally apply to plan years beginning after 12/31/88, and would amend the 
Income Tax Regulations under sections 401(a)(5) and 401(1) of the Internal Revenue 
Code of 1986. According to the IRS, the proposed regulations reflect a general 
concern with respect to plan designs that differ from the standard, permitted 
disparity design and that create a significant potential for discrimination in 
favor of the employer's highly compensated employees. The IRS said that whether a 
particular plan design creates a significant potential for discrimination will 
depend, in part, on the age, service and compensation characteristics of the 
employer's employees. Under the proposed regulations, a defined contribution 
plan's excess contribution percentage for the plan year must not exceed the base 
contribution percentage for the plan year by more than the maximum excess 
allowance. The regulations define the maximum excess allowance as the lesser of 
1) the base contribution percentage or 2) the greater of 5.7 percent or the 
percentage equal to the portion of Social Security tax attributable to old age 
insurance. In addition, the defined contribution plan must specify an integration 
level equal to the taxable wage base in effect at the beginning of the plan year. 
Under the proposed regulations, a defined benefit offset plan is a plan with a 
benefit formula that initially provides a benefit to each participant, but which 
reduces or offsets that benefit by an amount determined under the plan. For 
defined benefit excess plans, the regulations define the maximum excess allowance 
for credited service under the proposed regulations as the lesser of 1) the base 
benefit percentage or 2) three-quarters of a percentage point. The maximum excess 
allowance with respect to total benefits for all years of credited service is the 
lesser of 1) the base benefit percentage or 2) three-quarters of a percentage 
point times the participant’s years of credited service. The maximum excess 
allowance applies to defined benefit excess plans that determine benefits with 
reference to a participant's final average compensation and to defined benefit 
excess plans that determine benefits with reference to a participant's career 
average compensation. Under the proposed regulations, the maximum offset 
allowance for defined benefit offset plans is the lesser of 1) 50 percent of the 
employer-derived benefit that would have accrued without regard to the offset of 
the participant's average annual compensation not in excess of the participant's 
final average compensation or 2) three-quarters of one percent of the 
participant's final average compensation. The regulations note that compensation 
above the taxable wage base is not taken into account in determining a 
participant's final average compensation. Written comments and requests for a 
public hearing must be mailed by 1/17/89. For further information after reading 
the proposed regulations, contact Michael C. Garvey at the IRS at 202/377-9372.
5TREASURY, DEPARTMENT OF
Additional guidance on disclosure of the nondeductibility of contributions to certain
non-charitable tax-exempt organizations including political organizations has been 
issued by the IRS (IRS Notice 88-120). Additional guidance is also provided 
concerning public inspection of annual returns and applications for recognition of 
tax-exempt status. Certain tax-exempt organizations are not eligible to receive 
tax-deductible charitable contributions. Included in this IRS publication are 
examples of the types of statements these organizations must use during 
fundraising activities to disclose that contributions to them do not qualify for 
charitable deductions. According to the IRS, certain tax-exempt organizations 
must also make the following information available for public inspection: 1) Form 
990, Return of Organization Exempt from Tax; 2) Form 1023, Application for 
Recognition of Exemption under Section 501(c)(3) of the Internal Revenue Code; and 
3) Form 1024, Application for Recognition of Exemption under Section 501(a). 
Notice 88-120 is scheduled to appear in Internal Revenue Bulletin 1988-48, dated 
11/28/88. For further information after reading the notice, contact Paul G. 
Accettura at the IRS at 202/566-3567.
An additional automated method for filing tax returns will be offered during the 1989
tax filing season, the IRS announced. The pilot test, called PIPER (Paper Input 
Processed as Electronic Returns), is being offered as an alternative to the 
electronic return filing process which is available in 48 of the IRS* 63 
districts. According to the IRS, return preparers will be allowed to file a plain 
paper "answer sheet" which will be converted by Optical Character Recognition 
(OCR) equipment into the electronic filing format. The pilot test applies only to 
refund returns and its use is limited to those IRS districts where electronic 
filing is available. According to the IRS, return preparers who participate will 
file special OCR versions of Forms 1040, 1040A and 1040EZ. However, there will be 
a limit on the number of accompanying forms and schedules which can be used during 
the pilot filing period. The IRS advises that only a limited number of 
participants will be accepted due to current OCR capability. For a copy of the 
preliminary specifications and an application form, contact the IRS at 202/376- 
0388.
Clarification of the circumstances under which the foreign tax credit is denied for
subsidies provided by foreign governments through the use of taxing systems has
been issued in proposed regulations by the IRS (see the 11/15/88 Fed. Reg., pp. 
15942-44). The proposed regulations would implement a provision of the Tax Reform 
Act of 1986. The subsidy, the IRS said, may be provided by any means, but must be 
determined directly or indirectly, by reference to the amount of the tax, or to 
the base used to compute the amount of the tax. The IRS said the proposed 
regulations state that the method of providing a subsidy may include, but is not 
limited to, a rebate, a refund, a credit, a deduction, a payment, a discharge of 
an obligation, or any other method. The term "subsidy" is defined to include any 
benefit conferred, directly or indirectly, by a foreign country. The proposed 
regulations would not consider an official exchange rate to be a subsidy. The 
rules would apply to amounts paid or accrued in taxable years beginning after 
12/31/86. Written comments and requests for a public hearing must be delivered or 
mailed before 1/17/89. For further information after reading the proposed 
regulations, contact Carol E. Murphy at the IRS at 202/566-3160.
6SPECIAL: AICPA SOLICITING CANDIDATES FOR NOMINATION TO CASB
The AICPA is soliciting candidates to be nominated for membership on the Cost
Accounting Standards Board (CASB). The legislation reestablishing the CASB was 
signed by the President on 11/17/88 (see the 10/31/88 Wash. Rpt.). Five members 
will comprise the CASB, including the Administrator of the Office of Federal 
Procurement Policy (OFPP) as the chairman, and one representative each from the 
General Services Administration and the Department of Defense and two 
representatives from the private sector (one from industry and one at large). The 
legislation stipulates that the Board members "shall have experience in government 
contract cost accounting." According to OFPP personnel, the candidate for private 
sector membership (other than from industry) should be a certified public 
accountant or an attorney who practices in the area of defense contracting. 
Members would serve on a part-time basis and would likely be compensated on an 
Executive level 5 (approximately $280 per day) for travel and meeting time. Names 
and biographical summaries of candidates to be considered by the AICPA should be 
sent by 12/9/88 to the Federal Government Relations Division in the AICPA's 
Washington office at 1455 Pennsylvania Ave., N.W., Washington, D.C. 20004-1007.
For further information contact Shirley Twillman at 202/737-6600.
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